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General Business Conditions 





E high rate of activity in the basic 
industries has been maintained 
through February and the current 
year to date has set a favorable record 
in volume of manufacturing and trade. 

Money rates continue firm with no indication 
of easing in the immediate future, but thus 
far there is little evidence that general business 
has been hurt thereby. 


Annual financial statements that are now 
being received confirm the sound position of 
representative concerns in most industries, 
marked by large holdings of cash and securi- 
ties, moderate inventories and small bank 
borrowings and other current liabilities. Earn- 
ings are in line with expectations, a table 
computed from net profits of 900 corporations 
which have published annual reports to date 
indicating a gain of 14 per cent over the pre- 
ceding year. This tabulation given on page 35 
shows that as usual prosperity has not been 
shared in equal measure by all industrial 
groups, but that the decreased earnings in 
some lines are offset by increases in others 
and that the aggregate has increased. 


Steel mill operations are supported at record 
levels by heavy demands from manufacturers 
of automobiles and airplanes, railroad equip- 
ment, farm implements, machinery and tools. 
Advices from the trade indicate that, except 
for structural shapes, incoming orders have 
equalled shipments and that bookings appar- 
ently are increasing, with emphasis on quick 
deliveries ; also that prices on certain specifica- 
tions have been advanced slightly. Coke prices 
are higher. Automobile production set a record 
in January and expanded further in February, 
which leaves no doubt but that the first half 


of this year will bring large sales to the motor. 


industry and its allies supplying materials, 
accessories and tires. 


Production Active in Other Lines 


A high rate of activity is noted in numerous 
other lines of manufacturing. Cotton mills 
consumed 668,389 bales of raw cotton in Janu- 
ary, which was the second largest ever re- 
ported for any one month. Indications are 
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now for the total season’s consumption ending 
with July to approximate that of the 1927-28 
year, despite the lower rate of operations last 
Autumn. At the same time the shipment of 
goods is quite large, stocks have decreased 
and there is a substantial amount of unfilled 
orders on the books. 


Silk manufacturers are looking forward to 
an excellent Spring trade and the recent ad- 
vance in raw silk prices has stimulated the 
placing of orders for broad silks, hosiery and 
underwear. Rayon production is now expand- 
ing at a slower pace, but the trade estimates 
that 1929 production will be no less than 20 
per cent ahead of 1928. Several of the leading 
American producers have just announced a 
new schedule of prices approximately 10 per 
cent below former quotations, also a simpler 
classification of sizes and grades. The rapid 
progress which this new industry is making 
toward perfecting its product and lowering its 
costs is outstanding, and at the same time im- 
perative if it is to compete with the imported 
foreign yarns. 


Woolen and worsted manufacturing has been 
in a depressed state for several years and 
although the 1929 outlook is improved there 
still remain uncertain elements, particularly 
excess plant capacity, subnormal demand as 
compared with other fabrics, and difficulty in 
producing economically the short runs of 
specialties that have to such a large extent 
displaced staples. Real progress, however, is 
described in the first annual report of the Wool 
Institute just issued, a document that will re- 
pay careful examination. In addition to its 
program, agreed upon by a large percentage of 
the industry, for coordinating production, 
studying markets, stabilizing prices and an- 
alyzing costs, announcement is made of the 
first annual “Golden Fleece Pageant” to be 
held in New York during March for educating 
the trade and general consumer. 


Construction of new textile mills and en- 
largements may seem surprising in view of the 
unsatisfactory conditions prevailing in the in- 
dustry, especially the overproduction problem, 
yet the Textile World has tabulated 200 new 
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mills and important extensions in 1928, as 
compared with 173 such projects in 1927. In 
an industry so varied as textiles there are 
always some branches that are profitable and 
in these the new construction has been the 
greatest. In other branches, however, lower- 
ing of costs has been the determining factor, 
and we thus have as an evolution of free com- 
petition, the building of additional plant facili- 
ties in favorable localities and under successful 
management, despite the existence of over- 
capacity for the industry as a whole. 


The Building Industry 


Building construction this year has pro- 
ceeded in large volume, although it is too early 
to say whether the full year can equal the 
record of 1928. Reports coming in from differ- 
ent parts of the country are irregular, the 
Northeastern states showing a marked de- 
crease in contracts awarded, while the Pitts- 
burgh District shows a sharp increase, with the 
total for all districts, according to the F. W. 
Dodge Corporation, running moderately under 
that of a year ago. 

Classified by types of construction, there has 
been a gain in commercial and industrial struc- 
tures, which is more than offset by a decline 
in residential building, public works and util- 
ities. 

No doubt the tight money market prevailing 
for several months has made mortgage funds 
for home building more difficult to obtain at 
former rates, while business corporations in 
the prosperous industries finance their pro- 
grams of plant expansion out of undistributed 
surplus or by offering additional shares to 
stockholders. Under these circumstances it is 
logical that builders should turn to “equity 
securities” of preferred and common stock, 
which make a more attractive offering to in- 
vestors than do the fixed obligations that are 
customarily sold when money is easy. be- 
ginning has been made in the adaptation of 
stock financing to the building industry, which 
if it proves the forerunner of a more general 

ractice will be an important factor in sustain- 
ing building through an unfavorable bond and 
mortgage market. 


Commodity Prices Higher 


Commodity prices as measured by a general 
index show only a fractional upward move- 
ment but sharp increases have occurred in 
some agricultural products, crude rubber and 
the non-ferrous metals, while hides have fallen 
off. It is yet too early to form any definite 
idea as to the size of crops this year but the 
grain markets reflect some concern as to the 
possible effect of severe weather on the season’s 
production, more particularly in European 
countries, which have been ‘n the throes of 
the worst cold spell in yearge. Wheat, at the 
best prices during the monta, was up about 


13c since the beginning of the year, corn 12c, 
rye l3c, and oats 4c. Present prices are, of 
course, below those reached in the bull market 
last Spring when a world shortage of grains 
seemed in prospect. A factor in the wheat 
market has been the unexpectedly large world 
consumption this year, with increases par- 
ticularly marked in the Far East. 

Copper prices have been advanced again 
and stand 19!%4c per pound, which represents 
an advance of 234c this year and is 5¥%4c above 
last year’s low point. At the same time, pro- 
duction by mining and refining companies is at 
the highest rate ever reached, but demand 
from domestic consumption and exports con- 
tinues to expand and inventories on hand are 
at a minimum. Lead at 7.lc per pound (New 
York) is fractionally higher. 

Raw hides (heavy native steers) were 
quoted at the beginning of the year at 22c 
per pound, but have been declining sharply and 
stand at 14%c at present. This cancels nearly 
all of the advance of the last two years, and 
apparently came about as a result of the in- 
creased imports of hides and leather, contrac- 
tion of exports of leather and shoes, and 
stimulation to the manufacture of leather sub- 
stitutes such as rubber heels and soles and 
artificial leather. Opinion in the trade is that 
though some readjustment undoubtedly was in 
order, the present price situation cannot be 
considered barometric as regards the 1929 out- 
look for the industry. Cattle hide stocks on 
December 31 were higher than a year ago but 
by no means abnormal, representing as they 
do but 2 to 3 months’ supply. These stocks 
should not increase materially during the cur- 
rent year because cattle slaughter promises 
to be smaller than during 1928 while domestic 
consumption of hides and leather should pro- 
gress at a better pace. Low prices now pre- 
vailing should in a measure prove their own 
correctives through the discouragement they 
provide to hide and leather imports and to the 
use of leather substitutes. Establishment of 
an open market in the shape ot the proposed 
Hide and Leather Exchange may also exert 
a stabilizing influence on the industry. 

Crude rubber prices have advanced to 26c 
per pound, contrasting with 18c at the be- 
ginning of the year. Raw cotton prices hold 
firmly above the 20c per pound level. Coal 
prices are lower than a year ago, but produc- 
tion of both bituminous and anthracite has 
been increased in response to the brisk busi- 
ness resulting from colder weather. 


Corporation Profits in 1928 


Annual reports to stockholders that have 
been issued to date show that the aggregate 
net profits of American corporations in 1928 
were approximately 14 per cent ahead of 1927. 
This is quite closely in line with the gain in- 
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dicated by quarterly and semi-annual state- 
ments made during the year. 

Figures are now available for 900 corpora- 
tions and the accompanying table has been 
prepared to show the distribution of profits by 
industrial groups in 1928, also 1927 and 1926 
for comparative purposes. Because of the ten- 
dency in recent years of private concerns to 
sell stock publicly and thereafter to issue re- 
ports, a tabulation as broad as this gives an 
interesting and valuable cross-section of 
American business, at the same time indicating 
the varying degree of prosperity enjoyed by 
the different lines of business. 

Manufacturing and trading companies nat- 
urally make up the major portion of the total 
both in number of concerns and in volume of 
earnings. Up to March 1 there were published 
in the press reports of 527 corporations of this 
class which had combined net profits of $1,758,- 
250,000. As compared with 1927, when the 
same companies had profits of $1,445,702,000, 
the last year’s figures represented a gain of 
21.6 per cent while the 1926 total of $1,440,- 
085,000 was exceeded in 1928 by 22.1 per cent, 


a gain that is particularly noteworthy, con- 
sidering the fact that 1928 began with con- 
siderable doubt as to whether the prosperity 
of recent years could be maintained. 

Railroad earnings achieved a marked recov- 
ery in 1928, the net operating income of 185 
Class I systems amounting to $1,193,134,000. 
This is 9.9 per cent higher than the 1927 total 
of $1,085,917,000, although it is 3.1 per cent 
lower than the record 1926 income of $1,231,- 
000,000. Nevertheless, last year’s income was 
the highest of any previous year except 1926. 

Return on railroad property investment 
amounted to 4.71 per cent, based on book 
values of the companies, compared with 4.38 
per cent in 1927. Calculated on the Interstate 
Commerce Commission valuations, which for 
rate making purposes use 1914 prices instead 
of current costs, the return in 1928 was 5.55 
per cent compared with 5.15 per cent in 1927. 
On either basis, however, this return is mod- 
erate in relation with other lines of business 
where rates, wages, etc., are not subject to 
public regulation and where an average return 
of perhaps 10 per cent would be considered 


AMERICAN CORPORATION EARNINGS 
NET PROFITS—000’s OMITTED 








Industry 
Agricultural Implements 
Amusements 
Apparel, etc. 
Automobiles 236,228 
Auto Accessories 20,406 


Aviation 814 
Building Materials 47,003 
Chemicals 97,083 
Coal Mining 13,189 
Copper Mining 25,780 


Cotton Mills *1,913 
Electrical Equipment 11,830 
Bakery and Flour 63,201 
Food Products—Misc. 67.097 
Heating and Plumbing 12,474 


Household Equipment ..... 19,669 
Iron and Steel 211,547 
Leather and Shoes 
Lumber and Furniture 
Machinery 


Meat Packers 
Merchandising 
Metals Non-Ferrous (€XC. COP.) ......000 
Office Equipment 
Paper Products 


Petroleum 
Printing and Publishing. ............c..cse0e 
Railway Equipment 
Rubber 
Shipping, etc. 


1926 
$14,569 
23,684 
17,299 



























































130,023 
5,390 
22,200 
16,777 
4,910 


6,723 
*1,749 
11,954 
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37,963 
1,440,085 
1,231,791 


211,103 
715,153 


8,598,132 




















gar 
Textile ProductS—MiISC.  ........ssccesssssesese 
Tobacco 


Wool 
Miscellaneous 


627 Manufacturing and Trading .............000 
185 Railroads 
93 Telephone and Telegraph ...........ccccceseeees 
95 Other Public Utilities 


900 Grand Total 




















Per Cent Chan 
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1928 
$22,063 
36,209 
18,595 
$48,612 
41,800 


51,325 


2,003 
27,096 
73,034 
80,225 
13,357 


24,036 
210,403 
26,162 
4,531 
29,648 


32,282 
150,583 
28,015 
8,032 
7,792 


123,988 
1,324 
13,080 
27,189 
7,748 


22,853 


9,076 
10,759 
68,187 
67,178 
11,091 


22,648 
157,530 
30,528 
4,225 
26,310 
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normal, and it is even below the 534 per cent 
return allowed by the Transportation Act. 
Revenues of the railroads continue to be eaten 
into by automobiles, buses and trucks, despite 
the offsetting gain from hauling finished auto- 
mobiles, raw materials, oil, tires and acces- 
sories, and also the notable gain in operating 
efficiency in recent years. Number of pas- 
sengers carried by the railroads in 1928 was 
the lowest in twenty years, and since 1920 
the decline in passenger traffic amounted to 
33 per cent. 

Telephone and telegraph companies, based 
on preliminary reports of 93 companies, as 
compiled by the United States Department of 
Commerce, increased their combined net 
income from $233,435,000 in 1927 to $255,265,- 
000 in 1928, an increase of 9.4 per cent. A 
similar gain was registered by 95 other public 
utility companies, supplying electric light, 
power, water, gas, etc., which increased their 
net income 10.6 per cent from $775,177,000 in 
1927 to $857,400,000 in 1928. 


Prosperity Unequally Distributed 


An examination of broad groups of industries 
reveals the fact that the general prosperity of 
recent years has not been shared in equal de- 
gree by all lines, or even by all companies in 
the same line. Increases, however, have more 
than offset the decreases, so that the sum-total 
of earnings has been increased. Our economic 
structure has become so broad and diversified 
and conditions of business have been so funda- 
mentally sound, that the readjustments of 
particular industries necessary from time to 
time have been made without seriously dis- 
turbing the general situation, and a more or 
less balanced state of equilibrium maintained. 
Statistics of the major industries relating to 
production, shipments and stocks on hand, 
compiled in recent years by the Department of 
Commerce and various trade associations have 
supplied the facts upon which industry can 
adjust its operating schedules to make produc- 
tion correspond with demand. Their use has 
contributed in no small measure to this con- 
dition of constant but small readjustments, to 
ironing out the extreme cycles of prosperity 
and depression that were customary up to a 
few years ago. 

Steel production established a new high rec- 
ord of over 50,000,000 gross tons last year and, 
with better prices, earnings recovered approxi- 
mately 33 per cent and were on a par with 
those of 1926. United States Steel Corpo- 
ration, the leading factor, increased its earn- 
ings from $87,897,000 in 1927 to $113,999,000 
in 1928, while the 28 independents making up 
the remainder of the industry reported a com- 
bined gain of 38 per cent. 

Automobile manufacturing also established 
a record of 4,600,000 vehicles, and earnings of 


12 companies increased 18 per cent. A large 
portion of this increase is accounted for by 
General Motors Corporation whose production 
was 1,800,000 cars and trucks, netting a profit 
of $276,468,000 compared with $235,105,000 the 
preceding year. Without the General Motors 
organization, earnings of the remaining 11 
members of the automobile group increased 
21 per cent. Ford Motor Company figures for 
1928 have not been published. Automobile 
accessories and parts manufacturers showed 
an 84 per cent gain as a group, reflecting the 
record activity of the motor industry last year. 

Agricultural implement manufacturers ex- 
perienced continued expansion in sales, and 
earnings increased 24 per cent over those of 
1927. Makers of machinery of various types 
had a 12 per cent gain, although railroad 
equipment had another poor year with earn- 
ings below either 1926 or 1927, but improve- 
ment in locomotive and car buying is looked 
for this year. Electrical equipment shows for 
the group a gain of 152 per cent; Radio Cor- 
poration of America is responsible for most of 
the gain because of its increase from $8,478,000 
net profits in 1927 to $18,983,000 in 1928, and 
some of the other important concerns in the 
industry, such as General Electric Co. have 
not yet reported. Office equipment, such as 
typewriters and adding machines, had 1928 net 
profits 9 per cent better than in 1927. 

In the chemical classification, which is nec- 
essarily rather broad, including heavy and fine 
chemicals, drugs, pharmaceuticals and cos- 
metics, paint, explosives, sulphur, alcohol, etc., 
earnings of 36 corporations reported to date 
show a gain of 35 per cent over the previous 
year. E. I. du Pont de Nemours & Company 
is the outstanding organization in this group 
with profits of $64,098,000 last year, part of 
which came from its holdings of General 
Motors Corporation stock. Without du Pont 
the remaining companies made a combined 
gain of 31 per cent. 

It may be somewhat of a surprise to find 
that eight companies in the motion picture, 
theatre and general amusement line had profits 
last year of $36,209,000, and increased 32 per 
cent over 1927. Amusing the American public 
has now become one of our billion dollar 
industries and one to be reckoned with by 
bankers and inventors. Paramount-Famous- 
Lasky Corporation had net profits of $8,700,- 
000; Loews, Inc., of $8,568,000, and Metro- 
Goldwyn-Mayer Corporation of $5,397,000. 


Steady Gain in Merchandising 


The thirty-eight merchandising organizations 
that have reported to date had combined net 
profits of $150,583,000 in 1928, compared with 
$135,798,000 in 1927, representing a gain of 
10 per cent. It is well known that the large 
chain stores, department stores and mail order 
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organizations have made somewhat better 
progress in recent years than have the average 
wholesaler or jobber or the small, independent 
retailer. 

Some of the outstanding merchandising sys- 
tems in the group are Sears, Roebuck & Co., 
with profits of $26,908,000 last year; Mont- 
gomery Ward & Co., with $17,704,000; F. W. 
Woolworth & Co., with $35,386,000, and S. S. 
Kresge Co., with $15,643,000. 


Foodstuffs and tobacco are two other in- 
dustries characterized by steady growth in 
earnings. Miscellaneous food products, includ- 
ing beverages, increased its 1928 net profit 19 
per cent over 1927. Baking has recently be- 
come through consolidations an industry of 
large, strongly financed units, and the steady 
demand for its products resulted in a gain 
of 7 per cent in earnings over the previous 
year. Tobacco is another stable industry that 
counts on a moderate growth year after year, 
and 1928 earnings were 3 per cent ahead of 
1927. Among the leading companies in this 
group that have so far reported are R. J. 
Reynolds Tobacco Company with profits of 
330,173,000 and Liggett & Myers with $19,- 
409,000. 

Meat packers, after suffering from a severe 
decline in pork prices in 1927, experienced a 
material recovery in prices and profits last 
year when earnings gained approximately 100 
per cent and were about on a par with 1926. 


Copper mining companies benefitted by the 
sensational rise in copper prices that featured 
the commodity price movement last year. 
From a low of 1434c. per pound in June quota- 
tions rose to 16.75c. by the end of the year as 
a result of the heavy domestic and export 
demand from the building, electrical and auto- 
mobile industries which ran far ahead of the 
expansion in production, and the strong statis- 
tical position of the metal has since brought 
a further rise to 191%4c. Consequently the 1928 
statements of producers showed substantial 
increases in net profits and the first quarter 
reports in 1929 will undoubtedly register 
further gains. The largest mining companies 
reporting to date are Utah Copper Company 
with $27,383,000 profits and Nevada Consoli- 
dated Copper Company with $16,895,000. 


Profits Sub-Normal in Certain Industries 


Prosperity is only a relative state and some 
lines in 1928 did not do so well as in the pre- 
ceding year, while others showed only neg- 
ligible improvement. Eleven large coal mining 
companies had combined earnings in 1928 of 
only $7,773,000, representing a gain of 1 per 
cent over 1927, which was a very poor year. 
Cotton goods mills, after a recovery from 1926 
to 1927 dropped back again in 1928, when earn- 
ings of 19 representative mills decreased 78 per 


cent. Only 2 woolen mills, not including 
American Woolen Company, have so far pub- 
lished reports and these show combined earn- 
ings of only $238,000, compared with a deficit 
of $43,000 in 1927. Silk goods and hosiery 
manufacturers were handicapped last year by 
fluctuating prices and experienced extremely 
keen competition. Earnings of the group of 
8 leading companies amounted to only $4,713,- 
000, representing a decrease of 25 per cent 
from 1927. 

Building construction last year required an 
expenditure of approximately $8,000,000,000 
and set a new high record, but capacity for 
production of cement, brick, tile, sand, rock, 
etc., and other building materials has been 
expanded rapidly during recent years, and 
competition had an unfavorable effect on prices 
and earnings. For the group of 25 companies 
the combined profits were 6 per cent below 
1927 and 20 per cent below 1926. 

Lumber and furniture did somewhat better, 
the group making a gain of 7 per cent but 
conditions in the lumber industry have not 
been entirely satisfactory due to curtailed de- 
mand and excess mill capacity. Manufacturers 
of heating and plumbing supplies made some- 
what better earnings last year, but this in- 
dustry also is not so prosperous as might be 
expected considering our large national build- 
ing program. 

Rubber tire manufacturers suffered during 
the first half of 1928 from the break in crude 
rubber prices which at the beginning of the 
year were around 42c. per pound and by March 
had declined to 18c., causing heavy losses in in- 
ventories on hand and commitments in transit. 
Active sales through the year enabled the 
companies to make up in the latter months a 
large share of the losses, but earnings for the 
full year were 44 per cent below 1927. 

Leather tanning has had a hard row to hoe 
ever since 1920, and though a remarkable im- 
provement has been made through better 
organization of the industry and elimination of 
excess tanning capacity, the demand for 
leather products is somewhat restricted and 
return on investment is still subnormal. A 
troublesome feature is the constant fluctuation 
in prices of hides, which are produced not in 
accordance with the demands of the tanners 
but as a by-product of the meat packing 
houses. Shoe manufacturing has also been 
unsatisfactory and the 9 leather and shoe 
companies considered as a group (some shoe 
manufacturers tan their own hides) had earn- 
ings 14 per cent below 1927. 

Apparel industries such as men’s and 
women’s clothing, haberdashery and hats, in 
which style is of such importance, do not fol- 
low the rule of such industries as steel or 
copper, whose producers all sell a standard 





March, 1929 





product at a uniform price, and whose earn- 
ings thus tend to move up or down together. 
Instead, the individual product and the style 
factor predominate, and since the total amount 
of clothing purchased annually by the public 
is relatively steady, gains of some producers 
are likely to be at the expense of others. For 
the apparel group as a whole, profits in 1928 
were about on a par with 1927. 

Sugar producers and refiners had earnings 
in 1928 substantially below 1927, although the 
showing was better than in 1926 when for the 
group as a whole a net deficit was reported. 
For several years the industry has suffered 
from world over-production and low prices. 
Cuba, the largest producer, restricted by Gov- 
ernment decree the amount of sugar that could 
be ground in 1926-27-28, but has announced 
that no restriction will be made this year. 

Petroleum is another important industry that 
has in recent years been struggling against 
over-production and price cutting. For the 32 
companies engaged in production, refining and 
marketing that have so far published their 
1928 reports, earnings are substantially higher 
than in 1927, but that was one of the worst 
years in the industry’s history. Considering 
capital investment, the return is still subnormal 
and, in view of continued heavy production of 
crude petroleum, authorities hesitate to say 


that genuine prosperity is to be expected in 


the near future. One constructive develop- 
ment of the month that deserves special men- 
tion is the formation of the Export Petroleum 
Association, Inc., as a selling combination for 
petroleum products in foreign fields. 


Pulp and paper mill profits were held down 
last year by the decline in prices of newsprint, 
combined with heavy new capital demands for 
the rapid expansion of many companies in- 
cident to acquiring more timber land reserves 
and making hydro-electric power installations. 
Some newsprint producers, in an effort to keep 
up plant operations, shifted into the manufac- 
ture of book and magazine paper, tissue, bond 
and kraft paper, which increased general com- 
petitive conditions in the industry. 


Money and Banking 


The advance in the Bank of England dis- 
count rate from 4% to 5% per cent on 
February 7 and the warning issued by the 
Federal Reserve Board against the increase 
of funds employed in speculation constituted 
outstanding developments in the credit situa- 
tion during the past month. 

Action by the Bank of England was the 
direct result of the disparity existing in inter- 
est rates between New York and London and 
illustrates the disturbing effect which the 
speculative boom in this country is bound to 
have on the international money markets. High 
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call rates here not only are acting as a magnet 
to attract the floating supply of funds the 
world over, but are hampering the sale in this 
market of foreign securities which heretofore 
have been a leading factor in settlement of the 
balance of payments on merchandise trade and 
interest account. As a consequence, the leading 
exchanges have become so depressed that other 
countries than England may soon find them- 
selves facing the alternative of either submit- 
ting to a drain of gold or of imposing upon 
their trade and industry the burden of higher 
interest rates. 


That the Bank of England has been particu- 
larly reluctant to bring about tighter money 
has been evident, and its reluctance is readily 
understood in view of the depression existing 
in many lines of British trade. For nearly 
two years the policy of the Bank has been di- 
rected towards the maintenance of stable credit 
conditions as a necessary basis for trade re- 
vival, and, considering the difficult conditions 
that have had to be met, the Bank has been 
remarkably successful in carrying out its pur- 
pose. Despite advancing money rates at New 
York, the complications incident to the stabili- 
zation of the French franc, and heavy move- 
ments of gold into and out of the London 
market, the bank rate has been held steadfastly 
at 4%4 per cent, the money market has been 
kept on an even keel, and British industry has 
been protected from fluctuations in credit con- 
ditions which might have been highly disturb- 
ing. 

In steering its course through these troubled 
waters the Bank undoubtedly has been helped 
by the closer understanding and cooperation 
which has come to exist between the central 
banks of the various countries, but its chief 
reliance has been upon open market opera- 
tions. When gold was flowing into the Bank 
of England as it did in the first three quarters 
of 1928 to the extent of £24,300,000, the Bank 
reduced its securities, thus absorbing credit 
from the market and offsetting the effect of 
the gold imports. Later when the tide was 
turned and gold began to flow out rapidly to 
Germany and the United States in the Autumn, 
the Bank reversed this procedure, and by re- 
plenishing its holdings of securities put credit 
into the market to offset the gold exports. 
Thus the total volume of credit outstanding 
was kept nearly constant at all times and 
money rates were not disturbed. 


Obviously, however, there are limits to this 
policy of neutralizing gold movements. Dur- 
ing the past 5 months the Bank has lost £25,- 
700,000 of its gold stock, reducing its holdings 
from the record high point of £176,600,000 
reached last September to £150,900,000 on 
February 21, at which level they were not 
only lower than at the beginning of 1928, but 
£4,800,000 lower even than at the time of 
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the resumption of gold payments in April 
1925. While the gold was going out during 
the Fall there was still the hope that after the 
year-end a relaxation of seasonal pressure upon 
the exchanges might permit the Bank to get 
through without a change of rate, particularly 
if there should be a subsidence of stock specu- 
lation in this country. These hopes, however, 
were doomed to disappointment, and with the 
drain of gold continuing this Winter, and 
Sterling showing no signs of recovery, the 
Bank had no other course than to protect its 
reserves by an advance in the rate. Following 
this, open market money rates advanced in 
London and Sterling recovered sharply to 
levels making further gold shipments unprofit- 
able. 
Effect of Higher British Bank Rate 


In England the announcement of the higher 
bank rate was greeted with feelings of dis- 
appointment and of apprehension as to the 
probable effect on trade. With the spectre of 
unemployment in its grimmest forms already 
stalking in the land, the necessity for thus add- 
ing to the difficulties which industry must bear 
is deplored on every hand. Some comfort, 
however, is found in the fact that at least the 
higher bank rate may tend to check specula- 
tion abroad and in time draw gold back to 
London. 

For the Wall Street speculator, the chief 
interest in the higher London rate probably 
lies in its effect in checking for the time being 
at least the flow of gold to the United States 
upon which many were counting to provide 
fuel for further credit expansion. 

So far as the Bank of England is concerned 
it would seem as though definite notice had 
been served that that institution does not pro- 
pose to allow its reserves to be drawn further 
into the speculative vortex at New York. 

To what lengths other central banks may be 
willing to go to protect their reserves is still 
a matter of conjecture. In Germany, where 
the Reichsbank has accumulated large supplies 
of gold during the past year, permitting a re- 
duction of the bank rate from 7 to 6% per cent 
in January, it is now said that the expected 
further reduction to 6 per cent will probably 
have to be abandoned lest the lower rate result 
in too heavy a withdrawal of foreign balances. 
Both the Reichsbank and the Bank of France 
have been obliged to sell exchange in order 
to keep their currencies above the gold point. 

On this side, Canadian exchange during re- 
cent weeks has been quoted at discounts large 
enough to induce gold shipments, but only 
$2,000,000 has come, suggesting that the 
Canadian authorities are now putting obstruc- 
tions in the way of a movement which since 
last December has amounted to $62,500,000. 

In general, it does not appear that the world 
has any large supplies of gold to spare to the 


United States, and if gold comes in it means 
for other countries a tearing down of the re- 
distribution that has been built up so carefully 
during recent years and upon which disorgan- 
ized currencies have founded their return to 
the gold standard. At the same time for the 
United States it means accentuating a condi- 
tion of over-expanded credit already reaching 
formidable proportions. During the past year 
we have expanded our credit by about 7 per 
cent while production and exchange of goods, 
as near as may be estimated, has grown by 
about 3 or 4 per cent, a discrepancy which can 
only mean inflation. 


Thus, from the standpoint both of interna- 
tional and domestic credit conditions an influx 
of gold into this country could have only un- 
fortunate results. That it would relieve the 
strain in the money market to any appreciable 
degree seems unlikely in view of the present 
temper of the stock market. So long as the 
pace of speculation continues as now there is 
little reason to doubt but that the securities 
market would quickly absorb any gold not 
applied by the member banks to the liquida- 
tion of their Federal Reserve borrowings, 
leaving the money market as bare of supplies 
as before. 


The Federal Reserve Warning 


That the Federal Reserve Board’s warning 
against the diversion of funds to speculation 
should have come on the same day as the 
advance in the Bank of England rate was 
doubtless a coincidence, which nevertheless 
lent emphasis to both. While the one served 
notice that England at least was unwilling to 
see her gold drawn into the Wall Street boom, 
the other set the Reserve banks squarely op- 
posed to the use of Federal Reserve funds in 
any way, direct or indirect, in the speculative 
markets. 


The Board’s statement is too long to be re- 
produced in full, but may be summarized 
briefly. It begins by calling attention to the 
remarkable prosperity which the country has 
enjoyed during the past six years. Out of this, 
however, has grown a tendency to speculation 
which is absorbing an undue proportion of the 
country’s credit supplies. Coming at a time 
when the country has lost some $500,000,000 
of gold, this great and growing volume of 
speculative credit is causing a strain which the 
Board fears may have a harmful effect upon 
business. 

The Board specifically disclaims any inten- 
tion of acting as arbiter of security values and 
says that its sole interest lies in preventing 
conditions from arising that will obstruct the 
Federal Reserve Banks in the discharge of 
their function of accommodating commerce 
and industry. It goes on to say, however, that 
when such conditions do arise it conceives it 
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to be its duty to take action, “which, in the 
immediate situation, means to restrain the use, 
either directly or indirectly, of Federal Re- 
serve credit facilities in aid of the growth of 
speculative credit.” 

The Board also discloses that on February 
2 it sent a letter to the various regional Re- 
serve Banks:calling their attention to the un- 
desirable tendencies in the credit situation and 
directing them to guard with particular care 
against the diversion of Federal Reserve 
funds to speculation, even going so far as to 
suggest a denial of the rediscount privilege to 
banks where there was evidence of an abuse 
of Federal Reserve credit. Following are sig- 
nificant paragraphs from this statement: 


The resources of the Federal reserve system are 
ample for meeting the growth of the country’s com- 
mercial needs for credit, provided they are compe- 
tently administered and protected against seepage 
into uses not contemplated by the Federal reserve 
act. 

The Federal reserve act does not, in the opinion 
of the Federal Reserve Board, contemplate the use 
of the resources of the Federal reserve banks for the 
creation or extension of speculative credit. A mem- 
ber bank is not within its reasonable claims for re- 
discount facilities at its Federal reserve bank when 
it borrows either for the purpose of making specu- 
lative loans or for the purpose of maintaining specu- 
lative loans. 

The board has no disposition to assume authority 
to interfere with the loan practices of member banks 
so long as they do not involve the Federal reserve 
banks. It has, however, a grave responsibility when- 
ever there is evidence that member banks are main- 
taining speculative security loans with the aid of 
Federal reserve credit. When such is the case the 
Federal reserve bank becomes either a contributing 
or a sustaining factor in the current volume of specu- 
lative security credit. This is not in harmony with 
the intent of the Federal reserve act, nor is it con- 
ducive to the wholesome operation of the banking 
and credit system of the country. 


On February 15, the Federal Advisory 
Council, composed of bankers and business 
men appointed by the directors of the twelve 
Federal Reserve Banks, met in Washington 
and issued the following statement approving 
the action of the Federal Reserve Board with 
regard to the warning of February 7, and sug- 
gesting that member banks in each district 
cooperate with the Reserve banks in restrict- 
ing the growth of credit on the stock ex- 
changes: 

The Federal Advisory Council approves the action 
of the Federal Reserve Board in instructing the 
Federal Reserve banks to prevent, as far as possible, 
the diversion of Federal Reserve funds for the pur- 
pose of carrying loans based on securities. 

The Federal Advisory Council suggests that all 
the member banks in each district be asked directly 
by the Federal Reserve Bank of the district to co- 
operate in order to attain the end desired. The 


council believes beneficial results can be attained in 
this manner. 


The Cause of Tight Money 


These are strong statements and they should 
dispose effectually of whatever lingering 
doubts there may have been as to where the 
Reserve banks stand on continued credit ex- 
pansion. That there has been some doubt is 
revealed by the persistent belief in some 


quarters that sooner or later the Reserve 
banks would have to back down from their 
present position for fear of injuring business. 
An example of the way some minds are work- 
ing in this matter appears in the following 
comment on the credit situation which ap- 
peared recently in a local newspaper: 


Federal Reserve policy has been tight for a year. 
It is difficult to see how it can become tighter with- 
out injuring business, and it is inconceivable that any 
such desire is felt at Washington. * * * They have the 
means of relaxing the interest rates business is now 
paying. 

Of course, the Reserve banks have no desire 
to injure business! But the Reserve banks 
are not responsible for high rates for money. 
Rates are high because the amount of credit 
available for the stock market is too limited 
to satisfy the demand. The excited specu- 
lators pay little attention to rates and their 
brokers bid against each other for funds 
and run up the rate to figures which induce 
money to come from all parts of the country 
and from other countries. 

The Reserve banks are responsible for the 
high rates only in the sense that they attempt 
to confine the use of bank credit within the 
limits fixed by law. The member banks— 
most of them at least—are trying honestly to 
cooperate, first because they know the dangers 
of the situation, and second because they dare 
not, if they want to keep safe, do anything 
else. They cannot increase their loans with- 
out going to the Reserve banks and they are 
not disposed to pledge their eligible paper for 
the purpose of expanding their liabilities upon 
stock market securities which are ineligible 
at the Reserve banks. They serve their com- 
mercial customers first, and at moderate rates; 
what is left does not satisfy the stock market 
demand and rates are bid up. The high call 
rates induce the withdrawal of deposits from 
the banks for loan in the market and, if the 
tendency continues, must eventually find ex- 
pression in a higher level of commercial rates 
as well. 


Money Rates in February 


The outstanding fact of the money situation 
is that the seasonal low point of liquidation is 
now past and we are facing the Spring with 
its enlarged demands for manufacturing and 
trade on a level of rates already the highest in 
eight years. Right now should be the easy 
period of the year, and if we have not got easy 
money now there is little chance of our get- 
ting it unless through a collapse of security 
prices or a decline of business. 

Call money continued to rule around 6 to 8 
per cent, compared with 4% to 4% per cent 
a year ago, and on days when money was par- 
ticularly scarce touched 9 and 10 per cent. 
Such rates at this season, before the year’s 
activities have fairly begun, would seem cal- 
culated to exert a sobering influence on 
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speculative sentiment, yet such is the psychol- 
ogy of the moment that a rate which only a 
year ago would have been regarded as a signal 
for selling stocks is now hailed as a bull 
argument. 

Time money, which is a better measure of 
the trend than the irregular call rates, con- 
tinued its unremitting firmness, the rate for 
all maturities moving up a fraction to 7% 
per cent, the highest for this season since 1921. 
One year ago the rate was 4% to 45% per 
cent. 

Commercial money rates continue to enjoy 
a favorable advantage over Stock Exchange 
money rates owing to the deliberate policy of 
the banks in favoring loans of this class, and 
it cannot be said that 5% per cent, which is 
the rate that has prevailed for the best names, 
is abnormally high when consideration is 
given to the unusual activity of business. 
That the wide disparity now existing between 
stock market and commercial rates can con- 
tinue indefinitely is unlikely. Either Stock 
Exchange rates must come down or com- 
mercial rates must go up, and just now the 
latter appears the more likely development. 
Already the cost of acceptance financing has 
been increased substantially, and within the 
past month open market rates for prime 
commercia! paper have been increased from 
5% to 534 per cent. 


The Acceptance Situation 


In the February issue of this Review we 
discussed the acceptance situation at some 
length and pointed out that the discount mar- 
ket is now passing through an interesting and 
critical phase. 

For some time there has been a growing 
feeling that the bill market has been too de- 
pendent upon the Reserve banks. During the 
years when this market was in the early stages 
of its development there was general approval 
of the preferential rates established for bills 
at the Reserve banks. It was recognized that 
the discount market would have to go through 
a period of nursing before bill rates could be 
left to seek their own levels in competition 
with other money rates in this country and 
with the rates prevailing in foreign centers 
where bills have been for a long time a prin- 
cipal medium of short time investment. 

During recent years, however, the use of the 
dollar acceptance has grown until at the close 
of last year the volume of bills outstanding 
in this market reached a total exceeding 
$1,280,000,000, which is not far short of the 
total estimated for the London market. 

Where the situation has continued unsatis- 
factory is in the distribution which these bills 
are getting among investors. Due to the ar- 
tificially low rates at which they circulate, 
made possible by preferential rates at the 


Reserve banks, bills have been unable to at- 
tract outside buying in volume to make them 
independent of Federal Reserve support, and 
last Fall the unsatisfactory character of the 
situation was forcibly demonstrated when the 
combination of unusualiy large drawings of 
bills and tight money resulted in such heavy 
offerings of bills to the Reserve banks as to 
increase these institutional holdings to record 
high levels at a time when the interests of the 
general credit situation would have been bet- 
ter served by keeping the amount of Federal 
Reserve credit outstanding as low as possible. 


Steps Toward a Real Bill Market 


Since the turn of the year it has been appar- 
ent that the Reserve banks were making un- 
usual efforts to cut down their own portfolios 
and to force the market to carry a larger share 
of the total outstanding. While it is true that 
the Reserve banks normally reduce their open 
market bill holdings at this season, the reduc- 
tion this year has been larger than usual. From 
a total of $489,000,000 acceptance holdings on 
December 26, or approximately $100,000,000 
greater than on the corresponding date of last 
year, the Reserve banks by February 20 had 
effected a reduction of $133,000,000 to $356,- 
000,000, at which level the total was no larger 
than a year previous notwithstanding a sub- 
stantially larger volume of bills outstanding. 

In consequence of so marked a reduction in 
Federal Reserve holdings bills have been 
forced to seek outside buyers in larger volume 
and rates have had to be adjusted sharply up- 
wards to a more truly competitive basis. At 
the end of February dealers were bidding 5% 
per cent for 90-day bills which they offered at 
5%, an increase of three-quarters of one per 
cent since December and the highest since 
1921.. At the same time the Reserve bank, 
in accordance with its practice of following the 
market, increased its buying rate from 4% to 
5% per cent. 


Bill Market Should Stand on Its Own Feet 


The spectacle of the bill rate above the re- 
discount rate is a novel one, and the fact that 
in the past a rise in the bill rate to the redis- 
count rate usually has been the prelude to a 
rise in the latter has led to speculation as to 
whether this necessarily follows in the present 
instance. As we stated a month ago, however, 
we see no reason why the two rates should 
always move in unison. 

The policy of keeping the bill rate below the 
rediscount rate was a policy adapted to the 
bill market in its youth, and in our opinion 
the time has come when the acceptance mar- 
ket, if it is worth while, should stand on its 
own feet. 


There is no reason why acceptance dealers 
which are not members of the Federal Reserve 
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System should be able to borrow from Federal 
Reserve banks at rates lower than are obtain- 
able by member banks on the same bills except 
that of fostering an infant industry which has 
now reached a point where it ought to be able 
to shift for itself. With the volume of bills 
here now approaching that of London, the 
time has come to take the props away and let 
the acceptance market work out at a competi- 
tive rate and as an alternative to Stock Ex- 
change loans for corporations having surplus 
funds to invest. If this is done, instead of the 
Reserve banks being practically the only mar- 
ket for bills by reason of the unnaturally low 
rates, a broad demand may reasonably be ex- 
pected which should establish a bill market 
really worthy of the name. 


It is well understood, of course, that no dis- 
count market can be independent of the central 
bank at all times. The Reserve banks should 
always stand ready to take bills at a price, 
thus establishing a liquidity upon which in- 
vestors can rely, and which of itself will assure 
a favorable differential for bills as compared 
with other money rates, but this price should 
not be an unnatural one nor lower than that 
at which member banks can borrow. 


As against this policy is advanced the argu- 
ment that it would make bill rates so high as 
to prohibit domestic financing by this method. 
The answer to this is that if it does it simply 
means that this borrowing will be taken care 
of in another form such as direct loans, and at 
competitive rates which is the thing to be 
desired. 


There is also the argument that we will lose 
bills having to do with world trade by reason 
of our rates being above those of foreign cen- 
ters. The answer to this is that all bills cannot 
go to London. With the importance today of 
New York in international trade a large share 
of world financing is bound to come here in 
any event, and the probable result of any 
marked disparity in rates will be to force up 
the rates in foreign centers. 


In this connection we would call the atten- 
tion of our readers to the latest report of the 
American Acceptance Council showing for the 
month ended January 31, 1929 a decrease of 
only $5,214,617 in bankers’ acceptances out- 
standing from the record high point of $1,284,- 
486,000 reached at the close of December, com- 
pared with a decrease of $22,000,000 in the 
corresponding period of last year, and particu- 
larly to the remarks of the Executive Secretary 
of the Council, Robert H. Bean, who comments 
on this showing as follows: 

“Although acceptance rates are now at the highest 
level since 1921 and conditions in the discount and 
money markets are in a disturbed and uncertain 
state, the volume of acceptance business has held 
remarkably steady. 

“Predictions have been freely made that the cur- 


rent report would reveal a sharp check in the ac- 
ceptance business, as the successive advances in rates 


since January 1 have put a heavy burden on the 
users of acceptance credits. 

“If this is true the effects will not be seen until 
the figures for the February month-end are compiled, 
as the new January business had been very generally 
contracted for at the easier rates of December. Never- 
theless, the present report shows that a very heavy 
volume of credits opened in September and October 
last, to mature in January, must have been replaced 
with new credits during the last month notwith- 
standing the existing high rates. 

“From August 31 to October 31, 1928, there was an 
increase of $170,000,000, a large part of which was of 
January maturity, and it is this business that has 
been kept in acceptance despite added cost. 

s . . < . +. 

“The present difficulties of the discount market are, 
of course, intensified by the unsettled affairs in the 
call loan market, and for the first time the bill 
market becomes a strong competing factor. 

“The action of the Federal Reserve banks in put- 
ting their full grown adult, the bill market, out on 
its own resources, while looked upon with concern 
early in December, was the most helpful move that 
could have been taken, as the market today, despite 
the surrounding disturbances in the quick call mar- 
ket, is rapidly and surely finding its own strength 
and ability to stand alone.” 


It is a satisfaction to be able to record that 
bills are now moving freely at the newly estab- 
lished rates, and already there has been evi- 
dence of some shifting of funds by lenders 
from call loans into acceptances. 


The New Committee on Reparations 





The Reparations problem is again in the 
hands of a Committee of Experts, appointed 
by the Reparations Commission, the standing 


body which represents the creditor countries. 
The Committee as agreed upon is constituted 
of two members from each of the creditor 
countries, two from Germany and two from the 
United States. The names of the members are 
given below with stars (*) distinguishing those 
who served on the Dawes Committee. 


Great Britain—Sir Josiah Stamp,* noted economist 
and railroad president, and Lord Revelstoke, banker, 
both directors of the Bank of England. 

France—Emile Moreau, governor of the Bank of 
France, and Jean V. Parmentier,* Director of Move- 
ment of Funds at the Ministry of Finance and mem- 
ber of the Reparation Committee on Transfers. 

Belgium—Emile Francqui,* ex-Finance Minister, 
and M. Gutt, a leading banker and recognized expert 
on European finance. 

Italy—Commendatore Pirelli and Professor Suvitch, 
well-known experts on European finance. 

Japan—Kengo Mori, former Financial Attaché in 
London, and M. Aoki, Under Governor of the Imperial 
Bank of Japan. 

Germany—Dr. Hjalmar Schacht, President of the 
Reichsbank, and Dr. Albert Voegler, head of large steel 
interests and a director of the Reichsbank. 

United States—Owen D. Young,* Chairman General 
Electric Company, and J. P. Morgan, banker. 


The two members for the United States serve 
by invitation and not as representatives of the 
United States Government. Mr. Young has 
been unanimously chosen Chairman of the 
Committee, an action due to the confidence in- 
spired by his personality and his services on 
the Dawes Committee and in part no doubt by 
his detached position as a member from the 
United States. 

Germany was not represented in the mem- 
bership of the Dawes Committee, but the Com- 





March, 1929 


SEES AEE ik ASS SE SAEED SEY I AIS OE OI 


mittee invited representatives of many divisions 
of German business life to appear before it. 
It was frequently in conference with Dr. 
Schacht, now President of the Reichsbank, and 
leading industrialists, including Dr. Voegler, 
both of whom are members of the new Com- 
mittee. 


The new Committee is not appointed because 
the Dawes plan has broken down but because 
the experimental period of five years covered 
by it is approaching completion, the plan hav- 
ing become effective September 1, 1924. The 
plan was described in the Dawes report as 
providing a “settlement extending in its appli- 
cation for a sufficient time to restore confi- 
dence,” and as being so framed as to permit 
a final and comprehensive agreement “as soon 
as circumstances make this possible.” The 
plan as adopted did not fix the number of years 
which reparation payments should run or the 
sum total to be paid, both of which obviously 
should be determined in conference. More- 
over, the lapse of time, changes in conditions, 
and the experience of more than four years in 
the operation of the plan threw light upon 
numerous features of the situation upon which 
judgment could be given only tentatively five 
years ago. 

The Opposing Claims 


Germany wants the terms of her obligations 
definitely and finally fixed, and to be given 


freedom to work out the problem of making 


the payments in her own way. She wants 
to be relieved of the various supervisory 
committees and officials now located in Berlin; 
in short, to have the debt reduced to a size 
which would require no extraordinary system 
of outside control to assure regular payments, 
and that all such authority be terminated. She 
holds that all payments shall be completed 
within the amortization period of the railway 
and industrial bonds created under the Dawes 
plan. She wants freedom to obtain capital 
abroad as she may be able to do advantage- 
ously, unhampered by any restrictions imposed 
by her reparations creditors. 

The German spokesmen profess willingness 
to carry out the spirit of the Dawes settlement, 
emphasizing the conditions stated therein that 
the task set for her shall be economically prac- 
ticable and that the standard of living of the 
German people shall not be reduced below that 
of neighboring peoples. They urge that with 
a growing population in a restricted territory 
they must be able to make capital accumula- 
tions in order to improve their industries, 
maintain their competitive ability and provide 
for the growing needs of their people; also 
that although they have made the payments 
prescribed by the Dawes plan to the present 
time, they have done so by borrowing abroad 
to the full extent of the same, and that there- 
fore the payments do not constitute proof of 


ability to continue the payments over a long 
period of years. 

The Germans plant themselves upon the 
proposition laid down by the Dawes Commit- 
tee, and which has been generally approved by 
economists, that reparations can be actually 
and finally paid only through a surplus of ex- 
ports over imports, i. e., by the conveyance of 
tangible values, and that any other policy is 
only temporizing with the problem. They hold 
that foreign borrowing for the purpose of 
making the payments is only a shift of in- 
debtedness, and should be excluded from 
consideration. 


On the side of the creditor countries, the 
interests of Belgium, Italy and Japan are rela- 
tively small, and the interest of Belgium has a 
conceded priority. The interests of France and 
Great Britain preponderate to such an extent 
that any important concessions must come 
from them. 

The French position has been recently stated 
by the Prime Minister, M. Poincare, as fol- 
lows: 

We have repeated that, in order to accept the con- 
clusions of the experts, we must ask that there be 
reserved to us, for as long a time as we must dis- 
charge our obligations to America and England, sums 


large enough to cover our payments and, in addition, 
a net indemnity for our reparations. 


In Great Britain a considerable body of 
opinion has advocated a practical settlement 
on a basis that would promote business activ- 
ity, and the British members of the Commit- 
tee may be expected to follow a conciliatory 
policy, if free to do so, but British industries 
are still depressed and feeling German com- 
petition. In some quarters there is insistence 
upon no concessions on reparations and else- 
where suggestions that certainly taxation 
upon German industry must not be reduced 
below the burden carried by British industry. 
One of the guiding principles of the Dawes 
Committee of which probably more will be 
heard was that taxation should be at least as 
high in Germany as in the countries to whom 
reparations are due. The British delegates 
also may be influenced by the delegates whose 
countries are indebted to Great Britain and 
want reparations to help them pay their debts. 


On the surface of the situation it appears 
that Germany has a hard task in hand to con- 
vince the ten committee members from the 
creditor countries that they should grant a re- 
duction from the payments fixed in the Dawes 
plan. Granting that they will want to effect 
a settlement which will be justified by results, 
and not be a menace to the peace of Europe, 
they cannot be oblivious to public opinion in 
their own countries, which generally is im- 
pressed by the rapid recovery which Germany 
has made in the last four years and the ap- 
parent ease with which the reparation pay- 
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ments have been accomplished. This is not to 
argue the case but only to describe the situa- 
tion. 

In the first place, as an offset to the argu- 
ment for a reduction from the standard annual 
annuity, the creditors will set up a claim under 
the provision of the Dawes plan for additional 
payments under the “index of prosperity.” 
The first relinquishment, if any, will be of this 
claim, unless it shall be that the limitation of 
the term and total of payments takes first 
place. Then there will be the task of dealing 
with the tangible evidences of economic re- 
covery which appear in the reports of Mr. 
Gilbert, the American Agent General for 
Reparation Payments. These reports are 
carefully prepared and the facts set forth are 
from official sources. Such conclusions as he 
reaches seem to be amply supported, and 
there is no evidence of bias, but contrary to 
a prevalent idea he does not state any opinion 
upon the question over which the greatest dif- 
ference of opinion exists, to-wit, the transfer 
question. 


Agent General Gilbert’s Report 


The Agent General’s last report reviews the 
collection of reparations and the state of the 
German economy to the end of the fourth 
year of the Dawes plan, August 31, 1928. 
Payments are now proceeding in the fifth and 
last year of the term definitely provided for in 
the plan. All of these payments, to quote the 
Agent General, “have been loyally and punc- 
tually made.” 

The payments since the first year, when 
they were made chiefly from the proceeds of 
the external loan, are shown by the follow- 
ing table, and also the sources from which the 
several contributions are derived. The Reichs- 
mark is equal to 23.8 cents. Gold Marks 


(000,000 omitted) 
2nd yr. 3rd yr. 4th yr. 
Contribution from the German 
budget 25 410 500 
Transport tax 290 290 
Interest and amortization on the 
German Industrial debentures... 125 250 300 
Interest and amortization on the 
German railway bonds............- - 695 550 660 


Total 1,200 





1,500 


1,750 





Each of the several contributions has now 
reached the maximum specified in the plan, 
excepting the budget contribution, which in 
the fifth year rises to 1,250,000,000 reichs- 
marks, thus bringing the total sum to 2,500,- 
000,000 reichsmarks, called the standard pay- 
ment. The plan provides that any additions to 
this total shall be calculated by the “prosperity 
index,” and will increase the budget contribu- 
tion. 

Mr. Gilbert reviews the situation as to each 
of these contributions, and reports that in every 
case the margin of safety has been increasing, 
and is ample in his opinion to assure their con- 


tinuation indefinitely. In the case of the in- 
dustrial debentures, during the past year the 
German Government found it practicable to 
reduce the assessment required to meet the 
charge. An increase of wages and salaries on 
the railways created a deficit in the accounts, 
but this has been remedied by an increase of 
charges, and the Agent General states that with 
proper management there is no reason to doubt 
that the interest on these bonds will be regu- 
larly met. It is stated that the interest charge 
is no greater than the former interest charge 
on bonds which were wiped out by the depre- 
ciation of the currency, and that railway 
charges are not higher than on railways in 
neighboring countries. This may be conclusive 
as to the ability of the railway company to 
pay the interest, but of course does not signify 
that Germany is no worse off than if the inter- 
est was being paid to the former bond-holders. 

The transport tax is collected by the rail- 
roads and means an additional transportation 
charge. The statement is made that railway 
charges in the aggregate are not higher than in 
other countries. 

The contribution of the budget is covered by 
specified revenues which, so far as necessary, 
are assigned for the purpose. Of total reve- 
nues, and assigned revenues in particular, the 
report says: 

From the standpoint of the execution of the Experts’ 
Plan, it is satisfactory to note that in spite of tax 
reductions the increase in revenues in the last three 
years is more than double the increase in reparation 
payments during the same period, and that the as- 
signed revenues are yielding more than double the 
amount of the standard budgetary contribution for 
which they serve as security. In fact, the whole de- 
velopment of the budget since the last Report only 
serves to reinforce the conclusion then expressed “that 
no question can fairly arise of the ability of the bud- 


get of the Reich to provide the full amount of its 
standard contribution under the Plan.” 


The report gives the following figures show- 
ing the rise of the controlled revenues during 
the four years of the plan’s operation: 

Reichsmarks 
1,702,578,000 
1,968,593,000 
2,723,918,000 
2,852,491,000 


First Annuity year 
Second Annuity year. 
Third Annuity year. 
Fourth Annuity year. 














The foregoing quotation from the Agent 
General has been repeated as though it was a 
sweeping declaration of confidence not only in 
the ability of the budget of the Reich “to pro- 
vide the full amount of its standard contribu- 
tion under the plan” (1,250,000,000 reichs- 
marks) but in the ability of the plan to effect 
the payment of 2,500,000,000 reichsmarks per 
year into the treasuries of the several creditor 
countries. He does not say so much. 

Mr. Gilbert’s review of the sources of the 
several contributions expresses full confidence 
that each will be able to perform its share of 
the task of accumulating 2,500,000,000 reichs- 
marks (about $625,000,000) in the Reichsbank 
at Berlin annually, but he does not discuss the 
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question of transfer from there. He mentions 
it briefly in a reference to the Dawes plan, 
saying: 

The Experts distinguished between the internal pay- 
ment of reparations and their transfer abroad. The 
Experts, though confident that it was “within the 
power of the German people to respond to the burdens 
imposed by the Plan, without impairing a standard of 
living comparable to that of the Allied countries and 
their neighbors in Europe,” were not prepared to 
“speculate on the amount which can annually be paid 
in foreign currency.” Accordingly, they set up ma- 
chinery which would leave open to current determina- 
tion the amount to be transferred each year to the 
creditor Powers. This machinery was concentrated 
in the Transfer Committee, which was charged with 
the duty of regulating the execution of the pro- 
grammes for deliveries in kind and Reparation Re- 
covery Act payments in such a manner as to prevent 
difficulties arising with the foreign exchange, for con- 
trolling the transfer of cash to the creditor Govern- 
ments by purchase of foreign exchange, and generally 
of so acting “as to secure the maximum transfers, 
without instability of the currency.” In case the pay- 
ments by Germany on reparation account, in the long 
run, should exceed the sums that could be transferred, 
provision was made for dealing with the resulting 
accumulation in the Reichsbank. 


Evidently the Agent General, like the Ex- 
perts of the first Committee, has not been 
“disposed to speculate on the amount which 
can be annually paid in foreign currencies.” 
In the absence of a discussion of this phase of 
the subject by him, it probably is fair to as- 
sume that his experience has not afforded evi- 
dence on that phase of the subject which he 
regards as conclusive. Throughout the period 
of payments thus far the German authorities 
have had ample credits abroad, created by 
loans, upon which they could draw. 

The report makes mention of a tendency 
toward the transfer of an increasing proportion 
of the annual payments in foreign currencies, 
i. e., by the usual method of exchange pay- 
ments instead of by “deliveries in kind.” In 
the fourth year 943,000,000 reichsmarks, or 
more than 54 percent of the total payments 
were made by exchange payments, against 
796,000,000 or 46 per cent by delivery of com- 
modities. It appears that “deliveries in kind” 
still constitute an important part of the repa- 
ration payments, and are increasing, although 
not proportionately with the increase of the 
total payments. In so far as they serve to 
increase the volume of German exports by 
bringing orders which otherwise might not 
come to Germany, they lessen the pressure 
which the standard payments would bring to 
bear on the exchanges. 


Credit Conditions in Germany 


The Agent General gives much space to a 
discussion of credit conditions in Germany, 
from 1924 to this time. We quote a portion 
of what he says about the service of foreign 
capital: 

The dearth of capital in Germany in the first years 
after stabilization meant that funds, if they were to 
be obtained in anything approaching adequate 


amounts, had to come from abroad. In the four years 
since the Experts’ Plan went into effect the nominal 


amount of long-term loans placed abroad for German 
account, excluding the value of the German External 
Loan, 1924, has reached a total of about 5,750 million 
reichmarks, now reduced by redemption, amortization 
or otherwise, to an estimated amount of about 5,400 
millions. This leaves out of the reckoning a large 
volume of short-term debt owing abroad, the amount 
of which remains for various reasons a matter of 
conjecture. 

Various aspects of German foreign borrowing are 
discussed at length in previous Reports.** Without 
reference to the merits of any of these loans, it is 
clear enough that foreign credits as a whole have 
greatly accelerated the process of German reconstruc- 
tion. The proceeds of foreign loans, upon entering 
into the German economy, have provided the essential 
material out of which German labor and enterprise 
could create new and larger domestic values. Con- 
sidering conditions at the start and the funds then 
available, there have taken place in the last four years 
a growth of trade and an extension and renovation 
of plant such as have not been equalled in any previ- 
ous period of equal length. The sound character of 
this growth depends of course, primarily on the mag- 
nitude of the supplemental values created and sec- 
ondly upon the capacity of those values to earn a 
return in excess of the cost of the borrowed funds. 
Taken as a whole, however, and without reference to 
any individual loan, it appears from such figures as 
are available that the new values created in Germany 
during the same period have aggregated several times 
the amount of the foreign debt incurred. 

The extent of future demands from Germany upon 
foreign supplies of credit will be governed largely by 
the growth of the domestic market. Much progress 
has already been made in that field, as will appear in 
later sections of this chapter. But up to the present, 
the volume of the demand has been so great, particu- 
larly from the public authorities and from agriculture, 
that the supply has been overtaxed.** 

The measure of the demand for credit is of course 
the rate of interest which the borrower is willing to 
pay. Throughout most of the last four years, the rate 
of interest in Germany has been sufficiently high to 
attract funds from other countries where the supply 
of credit was large and the going rates of interest low. 


Referring to the large movement of gold 
from London to Berlin in the latter part of 
1928, he says that “these transactions were in 
all respects ordinary banking transactions car- 
ried on without stimulation by the Reichsbank 
except as its rate furnished an underlying 
cause.” 

He says that “such withdrawal of funds from 
Germany” as high money rates in New York 
may have caused in the Summer and Autumn 
of 1928 “appear to have been offset by an in- 
flow of funds from Great Britain, Holland, 
Switzerland and particularly France.” 

He makes clear that it is a mistake to reason 
from the use of the proceeds of foreign loans 
in making reparation payments that Germany 
is simply borrowing from Peter to pay Paul 
without making any capital gains. Of the 
domestic credit situation he says: 

Important as foreign funds have been in rebuilding 
the stock of capital in Germany, the principal in- 
crease year by year has come from domestic sources. 
It is impossible, of course, to set foreign funds off 
against domestic funds and draw a balance in terms 
of figures, because foreign funds have served in part 
as the basis upon which domestic credit has itself 
expanded. * * The most tangible evidence is to be 
drawn from the markets for capital issues. On the 
basis of the figures, the new issues of securities offered 
in the domestic market in the last four years have 
reached a total some two and one-half times the Ger- 
man issues offered to the foreign public. Again, the 


Institut for Konjunkturforschung estimates that the 
average annual increase in the volume of credit in 
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Germany during the last four years is nearly 10,000 
million reichsmarks. This estimate includes foreign 
as well as domestic credits, but upon the face of all 
available figures the share attributable to abroad can 
be only a fraction, though a substantial fraction, of 
the total. 

The report says that on new mortgage 
credits on agricultural lands “The rates of in- 
terest paid by the farmer stand at present at 
about 914 per cent, as compared with about 


half that rate before the war.” 


General Economic Conditions 

The Agent General’s review of general eco- 
nomic conditions makes a favorable showing. 
The productivity of the industries has been 
increased by consolidations and improvements, 
but unemployment has not resulted in serious 
proportions and the general wage-level has 
risen about 40 per cent since 1924. Substan- 
tial progress has been made in overcoming the 
housing shortage which existed in 1924. The 
general volume of consumption is giving “an 
impressive indication of the improved standard 
of living among the great mass of the German 
population.” 

The Agent General is critical of the finances 
of Federal and State government in several 
respects, holding that sufficient control over 
expenditures has not been exercised, but says 
that there is “nothing in the present situation, 
however, that will not yield to sound principles 
of budgetmaking, and it is everywhere recog- 
nized by the responsible authorities that the 
equilibrium of the budget must be maintained 
under all conditions.” 

The currency is firmly established on a gold 
basis, the reserve at the present time standing 
at the highest point yet reached and well above 
the pre-war holdings. More than $200,000,000 
of gold was added to the reserve in the year 
1928. 

The volume of foreign trade is increasing, 
and this has been particularly true of exports, 
a fact upon which the Agent General lays con- 
siderable emphasis. Although for the calen- 
dar year 1928, the adverse balance remains 
large, Mr. Gilbert seems to attach much sig- 
nificance to the fact that in the month of 
September imports and exports were prac- 
tically balanced, including reparation deliv- 
eries. Obviously this improvement if perma- 
nent is a very important factor in the repara- 
tions problem. Mr. Gilbert makes the notable 
statement that five-sixths of German imports 
consist of raw materials for the industries and 
foodstuffs and only one-sixth of finished goods. 
This shows that the achievement of an export 
balance must come by an increase of exports, 
with little probability of a reduction of imports. 

On the whole, the Agent General affirms, 
“Germany’s reconstruction has at least kept 
pace with the reconstruction of Europe as a 
whole, and it has played an essential part in 
the general process of European reconstruc- 
tion.” 


The Transfer Question 


In view of the showing of prosperity pre- 
sented by the Agent General’s report, it seems 
probable that the arguments which Germany 
will offer for a reduction of the annuity will 
center upon the uncertainties of transfer and 
its objections to continuous borrowing for 
that purpose. 

It will be interesting to see whether the new 
committee will come to a definite conclusion 
as to whether or not there is a transfer ques- 
tion, or, like its predecessor, frankly decline to 
“speculate” upon it. One proposition may be 
laid down without qualification, viz.: If the 
task set for Germany depends to any extent 
upon German borrowing abroad in order to 
effect the transfers, the new agreement should 
clear up whatever uncertainty exists as to the 
right of German debtors to obtain foreign ex- 
change to cover the service and principal of 
such loans. 

Unquestionably the transfer question is an 
abstruse problem, the arguments upon it being 
highly theoretical and the supporting facts 
inconclusive as applied to the case in hand. 
Nobody questions that in the long run a coun- 
try can only pay off what it owes abroad by 
passing over to its creditors goods or services 
which in themselves constitute a final settle- 
ment. In other words, it cannot pay off by 
merely giving new notes or borrowing in a 
new quarter. Nor does anybody question that 
the economic law tends to maintain an 
equilibrium in payments between countries, 
so that if left free they will settle them- 
selves without regulation. It is evident, how- 
ever, that international payments on the scale 
contemplated in the reparations agreement 
and other inter-governmental settlements are 
an abnormal element in international relations 
the effects of which cannot be accurately fore- 
cast. Economists find it necessary to allow 
for a “lag” in the natural effects of economic 
changes where numerous factors and varying 
conditions are involved, and are inclined to 
caution in making definite predictions in such 
cases. 

Two arguments are offered to the effect that 
the apprehensions of the Dawes Committee 
about a transfer problem are without warrant, 
and that provisions for regulating the pay- 
ments or safeguarding the exchanges are need- 
less. One of them is that the payments if 
made in gold will so reduce the reserves of the 
bank of issue as to compel a contraction of 
credit in the debtor country, which in turn 
will have the effect of raising interest rates to 
a point that will cause an inward flow of gold, 
either from the countries to which the outward 
shipments were sent or elsewhere, until the due 
and proportionate distribution of gold and 
credit, on the basis of supply and demand, is 
reestablished. They point to the movement of 
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gold into Germany in the last four years and 
particularly in the last year, despite the in- 
creasing reparation payments. 

The argument is good within limits, but 
there is room to question whether this auto- 
matic action can be relied upon to an indefinite 
extent. If capital had the fluidity of water 
it would be distributed around the world like 
the waters of the oceans, but it has not, and 
nobody knows for certain how much more bor- 
rowing the Germans will want to do, or how 
much security of the class acceptable abroad 
they are able to offer. 

The theory is that whenever the time arrives 
at which reparations payments do not create 
credit scarcity in Germany, this will signify 
that Germany has become a permanent ex- 
porter of capital and eventually will pay off 
not only the reparations but the foreign bor- 
rowings which have assisted in her recovery. 
The theory appears to be faultless, as a theory, 
but it assumes the fluidity of capital to an 
extent that never yet has been demonstrated. 

It may be added that if perfect fluidity of 
capital existed it would matter little who owned 
the capital, or whether debts and reparations 
were paid. In that case the capital would flow 
where it is most needed, and since the chief 
benefit is from its employment in productive 
industry, with support for the wage-earning 
population, rather than from the gains of own- 
ership, there would be little left to dispute 
about. To a greater extent than is generally 
realized this holds true now, as witness the 
flow of capital into Germany, particularly in 
the last year, largely from England and France, 
the two countries to which the chief repara- 
tion payments are made. 


Control Over the Balance of Payments by Taxation 


The other argument holds that the collection 
of taxes for the purpose of making reparation 
payments necessarily will curtail to that extent 
the purchasing power of the German people, 
thus releasing German products for export or 
reducing the demand for imports, and in either 
case contributing to an export balance which 
will cover the reparation payments. The pro- 
ponents of this theory “demonstrate” it like a 
proposition in Euclid. They represent that the 
collection of the reparation funds in the debtor 
country will force lower prices for products, 
and at the same time the demand for foreign 
exchange will cheapen the debtor country’s 
exchange in international markets, with the 
result that foreigners will turn to German mar- 
kets for purchases. “If there is no borrowing 
abroad by the debtor country the sum of the 
payments each way between it and other 
countries must come into equilibrium.” 

It will be admitted that these arguments de- 
scribe economic tendencies. But wherever 
there is pressure there also is resistance, and 
of varying degrees. People may not economize 


promptly in the goods which enter into foreign 
trade; if goods are sold on small margins, and 
workmen do not promptly accept wage reduc- 
tions, prices may not fall rapidly. There may 
be a “lag” of uncertain length in these changes, 
but meantime there is one means of bringing 
international payments into equilibrium which 
acts promptly. When the domestic exchanges 
fall to the gold export point gold will begin 
to move out and how much of it may go is the 
very question which makes the transfer prob- 
lem. It is a question in relativity—the rela- 
tivity between a new, abnormal and inflexible 
factor and the regular factors which are sup- 
posed to make the necessary adjustments. The 
human element figures largely in the latter. 
Poland established its currency on a gold basis 
early in 1924 but was compelled by an adverse 
trade balance to suspend gold payments within 
two years. The currency became depreciated 
and the system was reorganized in 1927 upon a 
different value basis. 


The Position of the United States 


Apparently it is a popular idea in Europe 
that any concessions made to Germany in the 
pending negotiations should be passed on to 
the United States through modifications of the 
terms of settlement which the several debtor 
countries have arrived at with this country. 
The people of these countries have accustomed 
themselves to think that the United States was 
a party to the war in all respects and with 
interests like unto their own. On the other 
hand, the people of the United States were too 
remote from the conflict to have any such idea 
of their relations to it. Most of them were 
surprised when they found themselves in it, in 
defence of neutral rights on the seas, a cause 
which they were willing to fight for, but which 
they did not regard as peculiarly their own. 

The war was a terrible calamity and the 
losses and hardships which it caused to the 
people of Europe are deeply deplored in the 
United States, but the people of this country 
never have been accustomed to consider them- 
selves as part of the European political system, 
and have not thought that they had any re- 
sponsibility for the war or the conditions 
which led up to it. Their viewpoint and feel- 
ings must be appreciated to have a proper un- 
derstanding of their attitude toward the war 
and the debts arising from it. 

The only body authorized by the Congress 
to negotiate for it upon the subject of the 
debts has passed out of existence by the ex- 
piration of the period of its authority. Un- 
doubtedly there are many persons in the United 
States who would be glad to have this Gov- 
ernment officially represented in the new 
reparations conference and share in a readjust- 
ment of reparations and debts, but no political 
party going to the people at an election ever 
has proposed such action. 
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